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TO: Regional Managers 


By now, you are aware of our plans to adjust pricing and how to attack competitors in a 
much tougher business environment. 

All classes of trade (retail and wholesale) will be adjusting inventories, pricing, etc., to 
cover their profits and align with or against all cigarette manufacturers' programs. 

The distributor class of trade (candy and tobacco distributor) has been particularly hard 
hit financially by PM’s move to initiate list price reductions..,,simply put, tobacco/candy 
distributors are upset, angry, and frustrated at PM because of their actions on pricing. 
Why? See Exhibit l. 

The attached (Exhibit I) provides a "top-line" summary depicting the financial crunch on 
distributors. If our people have this for a better understanding as to why distributors 
are upset....we can be more understanding when speaking to distributors In the weeks 
ahead, when in fact, PM will likely retain their attitude of dictatorial and arrogance. 

Unfortunately, you were not attending the AWMA Convention (candy and tobacco 
distributor) last week in Washington, D.C., when PM made their announcement to see 
first-hand the distributors' ire at PM. 

We have an "opportunity" to leverage to our advantage the distributors feelings to work 
closer and support RJR's agendas vs. PM. 

Please treat this as information to share with your people as you see fit. 

Sincerely, 

Larry S. Schreiber 


Mr. B. D. Hatter 
Mr. J. W. Regan 
Mr. T. W. Trader 
AVPs 


Source: https://www.industrydocuments.ucsf.edu/docs/lndnOOOO 
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Attachment 

cc: Mr. Y. W. Ford, Jr. 

Mr. R. S. Hendrix 
Mr. J. F, Baumann 
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EXHIBIT I 


Distributors' businesses have been hit hard by recent price reductions initiated 
by PM. 


Lost profits from the manufacturers discounts 



Old 

New 

Variance 

Carton list price 

$14.72 

$10.79 

$3.93 

Discount (3.25%) 

.48 

.35 

.13 

E.F.T. (.5%) 

M 

,05 


Net Cost 

$14.17 

$10.39 

$3.78 


Lost profits from fair trade state's laws 
(Example) 


Required mark-up 6% 

$.85 

$.62 

$.23 

Total # available or margins 

$1.40 

$102 

$.38 


Other financial areas of concern are: 

- tax implication for distributors on LIFO accounting 

- erosion of market for distributor brands 

- banks tightening credit and capital 

- debt to equity = net worth erosion 

- inability to recoup profits via pricing to retailers, forward buys, etc. 


Source: https://www.industrydocuments.ucsf.edu/docs/lndnOOOO 
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